We explicitly examine the role of culture in corporate takeover decisions. Prior research suggests that the risk aversion of CEOs affects their takeover decisions. In this paper, we argue that managerial risk aversion at a national level is a cultural trait and affects the net synergies. CEOs of firms located in countries with higher level of risk aversion, measured by Hofstede's (2001) uncertainty avoidance score, show less takeover activity, engage more in diversifying takeovers and require higher premiums on takeovers. Required net synergies are higher for smaller firms, relatively larger deals, and for firms that engage in more takeover activity.
Introduction
The role of culture and cultural values in finance and financial decision making has recently been explored by several studies. These studies suggest that culture can explain the structure and development of financial institutions and provide insight into the basis of financial decision making by individuals beyond traditional finance arguments. For example, at the institutional level, Stulz and Williamson (2003) link differences in culture (proxied by language and the principle religion of a country) to the level of investor protection and creditor rights within a country. Licht, Goldschmidt and Schwartz (2005) and Doidge, Karolyi and Stulz (2007) argue that corporate governance is a function of a country's culture.
In fact, Doidge et al. show that culture is more important than firm-specific aspects in explaining differences in corporate governance. Research has further established that culture has an impact on decisions made at the individual level. Halek and Eisenhauer (2001) and Hillary and Hui (2009) , for instance, show a link between religion, a common proxy for culture, and individual risk aversion. Graham, Harvey and Puni (2009) , using survey data in the U.S, demonstrate that CEOs are not immune to the effects of culture. They find that CEOs' decision making is influenced by cultural values, such as risk aversion. This idea that culture influences managerial decision making contradicts the traditional view of managers as disassociated agents undertaking shareholder value maximizing decisions and could explain why companies undertake seemingly irrational decisions.
One question in corporate finance that has yet to be resolved convincingly is why firms undertake acquisitions. A wide range of literature has demonstrated that many corporate acquisitions are hard to justify from a shareholder value maximization perspective. Several studies have suggested that CEO's personal interests often drive these decisions, one factor being the CEO's degree of risk aversion. Since CEOs have a disproportionate exposure to the performance of the firm and are unable to fully diversify, takeovers have a direct effect on their personal wealth. Amihud and Lev (1981) explored this idea and found evidence that risk aversion indeed causes managers to acquire outside their core industries as a way to diversify their personal wealth. This suggests that the degree of CEO risk aversion has an impact on takeovers as has been suggested by various other studies (e.g. May, 1995; Hall and Murphy, 2002; and Lewellen, 2006) .
The research in this area to date has been limited by the difficulty in measuring risk aversion.
Previous studies have either relied on CEO characteristics such as age or tenure, or have undertaken surveys resulting in small response rates. Further, surveys limit studies to examining one or a small number of markets. In this paper, we explore the question of how risk aversion as a cultural trait impacts acquisition decisions at a country level using a national measure of risk aversion, Hofstede's (2001) uncertainty avoidance measure. We argue that since takeovers are a risk to the firm's value and hence a CEO's position, a more risk averse CEO will require higher compensation before undertaking an acquisition. Hence, a more risk-averse CEO will only engage in a takeover if the expected net synergies 1 are large enough.
We first develop a theoretical framework based on Aktas et al. (2009) that establishes a link between CEO risk aversion and net synergies. We then empirically examine this link using Hofstede's (2001) degree of uncertainty avoidance as a measure for risk aversion and cumulative abnormal returns (CARs), as a measure of net synergy. Using a sample of 25,843
1 Net synergies refer to the value of the target to the acquiring firm minus the price paid for the target firm.
takeovers from 39 countries, we confirm that CEOs from more risk avoiding nations engage in less takeover activity and when they engage in a takeover, they have a preference for diversifying takeovers (see Amihud and Lev, 1981) . We further find that risk aversion has a strong positive relationship with CARs, indicating that CEOs from more risk averse nations require higher premiums on takeovers. We also find that relative deal size is positively related to CARs, indicating that larger takeovers require higher premiums. However, the impact of deal size is partly explained by risk aversion, i.e. for small deals risk aversion has no impact on CARs, for large deals it has. We perform several robustness checks to validate our results.
The paper proceeds as follows. In section 2, we provide a framework to show the relationship between CEO risk aversion and net synergies and develop testable hypotheses. Section 3 discusses the data employed in the empirical part of the study and section 4 shows our results.
We conclude in section 5.
CEO Risk Aversion and Net Synergies

Theoretical Framework
In this section, we argue that the CEO's degree of risk aversion is positively related to the expected net synergies on takeovers. We establish this link by developing a framework that is based on Aktas et al. (2009) .
We assume that the CEO is facing a takeover decision on target firm T. Let V T be the current market value of the target firm and s be the potential (percentage) synergies that the acquiring firm can obtain by acquiring the target. The potential synergies, s , are not known with certainty, but come from a distribution with a mean and variance known to the CEO of the acquiring firm, (for example, we can assume that s is a normally distributed variable with mean µ s and variance 2 s σ ). Let T Ṽ be the value of the target firm to the acquirer, i.e.,
which is also a random variable dependent on s . The net synergies will be defined as the difference between the value of the target to the acquirer and the price paid for the target firm, P, i.e.,
which again is a random variable (e.g. given normally distributed synergies, δ~~ N(µ δ , σ δ ),
The CEO will need to decide what price, P, he is willing to pay for the target. In doing so, we assume that he faces the following decision problem. The CEO has a current wage package, W, from which he derives utility U(W).
2 Based on the net synergies obtainable, the CEO makes a bid for the target. The bid can be accepted with probability D φ , or can be rejected with probability (1 -D φ ), where D φ is an increasing function in P (i.e. if the CEO bids more there is a greater probability of the bid being accepted). If the bid gets rejected nothing will happen and the CEO keeps his current utility, U(W). If the deal gets accepted, the acquisition 2 W can be thought of as the present value of his wage package and bonuses conditional on no offer being made for the target firm.
may be successful (i.e. positive net synergies are realized) with probability S φ , where S φ is a decreasing function in P (i.e. if the CEO offers more, there is a lower probability of positive net synergies being realized). If positive synergies are realized the CEO receives a bonus ) (δ C , which is increasing in δ~. As in Aktas et al. (2009) , we assume that
consisting of a fixed component a and a variable component b depending on the size of the net synergies. In the case of a successful deal the CEO's total expected utility will be
. However, the acquisition could also be considered a failure with probability (1 -S φ ). In that case the CEO stands to make a loss L and his total utility will be U(W -L).
3 The decision problem facing the CEO is summarized in Figure 1 .
INSERT FIGURE 1 HERE
From this decision problem, we can compute the expected utility of the CEO
where we can obtain expressions for E[U(W + ) (δ C )] and U(W -L) by using a first and second order Taylor approximations around W. As per Pratt (1964), we obtain
and
where U'(W) and U''(W) are the first and second order derivatives with respect to W.
Substituting (5) and (6) into (4) yields
To determine the price at which the CEO will undertake the acquisition, or stated differently, to determine the premium the CEO requires on the takeover, we maximize equation (7) with respect to P. Thus we solve
where, assuming that utility is increasing and concave in W, Equation (9) shows that there is a positive relationship between the compensation expected by the CEO and his degree of risk aversion (for γ > 0, 0
We can further solve Equation (9) for E[δ ] as we have assumed an explicit functional form
Several implications can be derived from Equation (10). First, equation (10) shows that the required (expected) net synergies are a positive function of the CEO's risk aversion (since ' S φ is negative), i.e. for a given loss L and a given compensation scheme, a higher degree of risk aversion would induce a CEO to offer less, so that greater net synergies can be expected.
Second, as a risk-averse CEO would offer less, it is expected that less deals would get accepted (as D φ is increasing in P). Third, equation (10) demonstrates that the required net synergies are positively related to L, i.e. for a given compensation scheme and given risk aversion, expected net synergies need to be greater when the loss is greater. Finally, equation (10) shows that the expected net synergies are negatively related to the fixed proportion of the bonus, i.e. if the CEO receives a large fixed bonus, the required net synergy can be lower, and inversely related to the proportion of the net synergies received by the CEO, i.e., if b is higher, then the required net synergies can be lower, ceteris paribus.
Empirical Implementation
The framework presented above establishes a positive relationship between net synergies and CEO risk aversion. However, net synergies and CEO risk aversion are not directly observable. Therefore, in this section, we first establish a link between net synergies and cumulative abnormal returns (CARs), and second argue that risk aversion at the national level is a cultural trait. As a result, the link between net synergies and CEO risk aversion can be operationalized and tested by examining the relationship between cumulative abnormal returns and cultural traits.
While net synergies are unobservable, they can be evaluated on the basis of CARs. As net synergies (δ ) obtained from the takeover are the gains to the shareholders of the acquiring firm, we can expect the value of the acquiring firm to increase by the value of net synergies created (see also Lehn and Zhao, 2006) . The percentage net synergies (δ /V A , where V A is the value of the acquirer before the takeover announcement), should be the same as the percentage increase in the share price of the acquirer. Hence, the cumulative abnormal returns (CARs) around the announcement should provide a clear signal of the expected net synergies (assuming markets are efficient in the semi-strong form).
Further, we argue that risk aversion at the national level is a cultural trait. Geletkanycz (1997) argues that cultural values, and executives' experiences and values affect their decision making. Although experiences may differ depending on the CEO's background, values are defined by a set of shared assumptions often referred to as national culture. Geletkanycz notes: "As members of national societies, managers not only contribute to the collective formulation of cultural norms and views, they experience social reinforcement pressures which bring their individual-level assumptions and preferences into close alignment with those of their native culture" (Geletkanycz, 1997, pp. 617) .
The importance of culture in decision making can be observed in studies on the economic analysis of religion. Prior research has shown a positive relationship between risk aversion and religiosity. Weber (1905) established a link between the development of capitalism and Protestantism, and was perhaps the first to relate religion to risk aversion. In his words: "One recent writer has attempted to formulate the difference of their [Protestants and Catholics] attitudes toward economic life in the following manner: The Catholic is quieter, having less of the acquisitive impulse; he prefers a life of the greatest possible security, even with a smaller income, to a life of risk and excitement, even though it may bring the chance of gaining honor and riches. The proverb says jokingly, 'either eat well or sleep well'. In the present case the Protestant prefers to eat well, the Catholic to sleep undisturbed." More recently, Halek and Eisenhauer (2001) find a relationship between religion and risk aversion in a survey conducted on insurance purchases. They suggest that much of one's personal identity is derived from social group membership as one's nationality, ethnicity, religion and occupation. This tendency to conform to the dominant values and behavior of the group has implications for firm behaviour and, therefore, risk taking. Hillary and Hui (2009) confirm the relation between religiosity and individual risk aversion, finding that firms located in US counties with high levels of religiosity have lower investment rates in both tangible and intangible assets.
Following Hillary and Hui (2009), we argue that individuals with the same cultural norms and views are clustered in a country, and that firms in this country and the people within these firms are driven by the same cultural norms and values. As a consequence, risk aversion at a national level should be reflected in a firm's corporate culture and its behaviour, particularly that of its management (see Geletkanycz, 1997) . This should generate more risk averse behavior, on aggregate, for firms located in more uncertainty avoiding/risk averse countries and, therefore, should generate differences in risk aversion across countries. Many of these studies rely on the cultural framework provided by Hofstede (2001) . Hofstede (2001) defines four cultural dimensions that capture the cultural traits of members of that society. These dimensions are: Uncertainty Avoidance; Individualism; Power Distance and Masculinity-Femininity. Of these four dimensions, we are particularly interested in uncertainty avoidance. According to Hofstede (2001) , uncertainty avoidance refers to the extent to which members of a society feel uncomfortable with unstructured, uncertain situations.
Although Hofstede's (2001) uncertainty avoidance measure captures more than just risk aversion, a number of studies have used uncertainty avoidance as a proxy for risk aversion.
For example, Kwok and Tadesse (2006) show that high uncertainty avoiding countries are characterized by a (relatively risk-averse) bank-based financial system, and low uncertainty avoiding countries by a market-based financial system. Chui and Kwok (2008) further show that high uncertainty avoiding countries have higher levels of life insurance consumption.
Finally, Beugelsdijk and Frijns (2010) , in a cross-country study on international mutual funds' asset allocations, show that high uncertainty avoiding countries allocate fewer funds to foreign markets and display a greater home bias. These studies demonstrate a link between uncertainty avoidance and risk aversion.
Based on the two arguments presented above, we expect that CARs around the takeover announcement reflect the net synergies created by a takeover, while Hofstede's (2001) uncertainty avoidance has an established relationship with risk aversion. We use these proxies to test various implications of the framework presented in section 2.1.
Data
We obtain data on mergers and acquisitions undertaken around the world from the Thomson One Banker database. This database contains detailed information on mergers and acquisitions around the world, including details on the specific deal (date of announcement, completion status, date of completion, percentage of shares bought, dollar size of the deal, etc.), the acquirer (acquirer nationality, industry, etc.) and the target (target nationality, industry, etc.). From this database we collect data on all mergers and acquisitions over the period January 1990 to August 2008. The database contains data on 136,086 mergers and acquisitions attempted within this period. However, to be included in the sample, we only select those acquisitions for which the deal size is at least US$ 1 million, at least 50% of the shares are sought in the takeover, and the deal has been completed. Furthermore, the acquirers need to be publicly traded companies from countries where Hofstede (2001) data are available. Finally, we only select those firms for which we obtain daily stock price and firm size data from Thompsen Datastream. This provides us with a final sample of 25,847 acquisitions made by 7,681 firms from 39 countries.
In Table 1 , we report some summary statistics of our sample per country. The first and second columns report the number of acquisitions and the number of acquirers originating from a particular country. The number of acquisitions are the largest for the US (17,757 acquisitions), covering nearly 70% of all acquisitions, followed by Canada, Japan and the UK. These are also the countries with the largest number of acquirers. The smallest number of acquisitions is from emerging markets, such as the Philippines, Hungary and Thailand.
Acquiring firms from less developed markets appear to be smaller, with the smallest average firm size in the Philippines at US$272 million, although interestingly the largest firms, on average, are from Spain at US$25 billion. The smallest average deal size is for Hungary at US$35 million, while the largest is for France at US$808 million.
INSERT TABLE 1 HERE
In column 5 of Table 1 , we report the average CARs for the -1 to 1 day window for each country. In most countries, we find that the average CARs are positive, and CARs are highest in the Philippines at 4.60% and lowest in Argentina at -1.08%.
The last column of Table 1 reports the Hofstede (2001) uncertainty avoidance score for each country. There is a wide variation in the degree of uncertainty avoidance per country. The most uncertainty avoiding nations, according to Hofstede (2001) , are Greece and Portugal, while the least uncertainty avoiding countries are Singapore, Hong Kong and Sweden.
INSERT TABLE 2 HERE
In Table 2 we report summary statistics for our sample over time. In the first column of Table   2 we report the number of takeovers per year. Over time we observe an increase in the number of takeovers, with a spike in the number of takeovers in the years 1997-2000 (which to some extent may be driven by the large merger wave in the US over this period). The final year shows a drop in the number of takeovers. However, this is due to the fact that our sample 
Empirical Findings
Number of Deals and Uncertainty Avoidance
As a first step in establishing the link between risk aversion and uncertainty avoidance we perform several preliminary tests. We start by investigating the link between the number of acquisitions made and the uncertainty avoidance score. Based on our model, we expect a negative relationship between the degree of uncertainty avoidance and the number of acquisitions. If more risk averse managers require higher premiums on takeovers, then we also expect them to engage in fewer takeovers, because there are fewer takeovers offering the required net synergies. We test this hypothesis by estimating the following regression:
where NUM ij is the total number of acquisitions made by firm i from country j over the sample period, UA j is the Hofstede (2001) uncertainty avoidance score for country j, and D_Em j is an emerging markets dummy. Since NUM ij is count variable we cannot use OLS to estimate equation (11), but use a Poisson regression.
INSERT TABLE 3 HERE
In the first column of Table 3 , we report the results of regression (11), where we report robust t-statistics (in parentheses), controlling for clustering at the country-level (see Petersen, 2009) . The relationship between the number of acquisitions made and the uncertainty avoidance score is negative and highly significant. These results support our argument that more risk-averse managers require higher premiums on takeovers, and, therefore, engage in less takeover activity. To examine the robustness of these results, we extend equation (11) by including industry effects and the average (log) size of the acquiring firm (columns 2 and 3).
However, these factors do not affect the significance and direction of the relationship between UA and number of acquisitions.
Diversification and Uncertainty Avoidance
Our second test follows Amihud and Lev (1981) who argue that more risk-averse CEOs engage in more diversifying takeovers. They operationalize risk aversion by looking at the equity stake of managers in the firm and find a relationship between a higher proportion of equity held by management and diversifying takeovers. We investigate the same issue by linking diversifying takeovers to uncertainty avoidance, and estimate the following relationship,
where Divers ijt is an indicator variable equal to 1 if the deal is diversifying, and 0 if it is not.
We classify a takeover as diversifying if the acquirer and target have different SIC codes. We look at two separate definitions of a diversifying takeover. We first consider situations where there is a difference in the first four digits of the SIC code (incorporating both major and minor diversification of industry) and second where there is a difference in the first two digits of the SIC (major diversification). We control for the relative size of the deal (
and the (log) size of the acquirer (Log(MV ijt )). In addition, we control for time effects and industry fixed effects. Since the dependent variable is an indicator variable, we estimate equation (12) as a probit model.
INSERT TABLE 4 HERE
In the first two columns of McBeth we find that uncertainty avoidance is significant for both groups of diversifying takeovers. However, the relationship is stronger for major diversifying takeovers. These results suggest that more risk-averse CEOs (from more uncertainty avoiding nations) engage more in diversifying takeovers confirming the findings of Amihud and Lev (1981) and provide some evidence that uncertainty avoidance captures risk aversion. In addition, the results also show that larger firms engage more in diversifying takeovers (confirmed by both Probit and Fama-McBeth (1973) ), while relatively smaller deals are more likely to be diversifying.
Combined, these two results suggest that acquirers from high uncertainty avoiding countries tend to engage in less takeover activity altogether, but when they engage in a takeover, they are more inclined to engage in diversifying takeovers.
CARs and Uncertainty Avoidance
The model developed in section 2 posits a positive relationship between risk aversion (measured by uncertainty avoidance) and net synergies (measured by CARs around the announcement of a takeover). We assess this relationship by regressing CARs on uncertainty avoidance scores. However, besides uncertainty avoidance, other factors may affect CARs around takeovers. First, we control for the relative size of the deal (computed as deal size divided by market value of the acquiring firm). Second, we control for (the log of) the size of the acquiring firm (measured in millions of US dollars), because small firms typically make acquisitions that result in higher CARs (see Moeller et al., 2004 2009) . Column 1 reports the regression results where we only include uncertainty avoidance, relative deal size and acquiring firm size. Uncertainty avoidance has the expected positive sign, i.e. CARs are positively related to the degree of uncertainty avoidance of a nation, and a coefficient value of 0.018. This finding is highly significant, providing strong evidence for our theoretical motivation. Moreover, this finding is also economically significant. As seen in Table 1 , uncertainty avoidance scores range from 8 to 112, more than a 100 point difference.
In our model this translates to more than a 1.8% difference in CARs between the most and least uncertainty avoiding countries. Relative deal size is positively related to CAR implying that relatively larger deals provide greater CARs. This may be linked back to our framework, as the consequences for the CEO of getting a relatively large deal wrong may be greater than the consequences of getting a small deal wrong. Hence larger deals should carry a greater risk premium and should therefore result in a greater CAR. Finally, we find a negative and significant relationship between the size of the acquiring firm and CARs, i.e. larger firms have lower CARs on the takeover announcement. Again, this can be linked back to our model, as we may expect that an unsuccessful takeover may be more consequential for a small firm than for a large firm. The next variables that we consider are our diversification measures. We find that country diversification is positively related to CARs while industry diversification is insignificant. This suggests that acquiring abroad generates higher net synergies. However, inclusion of these variables does not affect the other relationships in a material way.
The next three columns include the time effects and industry effects separately and jointly.
Although the inclusion of these variables affects the R 2 of the regression, it does not affect the magnitude and significance of the other coefficients. Next, we include a variable for the number of prior acquisitions. As noted by Aktas et al. (2009) , CEOs may learn about the distribution of possible outcomes from a deal in the process of undertaking acquisitions. This reduces the uncertainty of future deals, and so reduces the risk premium CEOs require when undertaking future acquisitions. Accordingly, CARs should decrease as CEOs undertake more deals. Alternatively, it could be argued that CEO's become better at identifying the synergy gains from deals, and so would only pursue deals with higher CARs. This would lead to a positive relationship between CARs and prior acquisitions. The results in column 6 of Table 5 show a positive and significant relationship between number of prior acquisitions and the CARs earned in a deal. This suggests that CEOs become better at identifying target companies that could generate synergies and therefore pick better deals. Finally, we add the other Hofstede (2001) cultural dimensions to the regression model, to see if other cultural aspects affect CARs. We find that the masculinity score has a significant negative impact on CARs, while power distance has a weakly significant negative impact. The results for all other variables remain unchanged.
Robustness Tests
To assess the robustness of these findings we proceed in two ways. First, we estimate the previous regression following Fama and McBeth (1973) . These Fama-McBeth results are presented in Table 6 . Broadly speaking, these results are in line with the reported Clustered OLS results, supporting the hypothesis that risk aversion affects CARs. Most of the control variables also remain unchanged with the exception of prior acquisitions which loses significance in these models. Further, we observe that individualism, rather than masculinity and power distance becomes significant.
INSERT TABLE 6 HERE
Second, we investigate various sub-samples and report results in Table 7 . First, we split our sample into pre-and post-2000 to examine whether our findings are robust over time.
Columns 1 and 2 show that uncertainty avoidance is significant only in the second subsamples. Furthermore, there are some notable differences in the control variables, e.g. relative deal size has a coefficient twice the size in the earlier sub-sample; industry diversification is significant in the early part of the sample; and prior acquisitions changes sign pre-and post-2000. Second, we exclude the US from the sample. We do this because takeovers originating from the US make up nearly 70% of the total sample, and so the results reported in Table 5 , may be driven by the US. In column 3 of Table 7 , we report the regression results for the model excluding the US. We note that the sample size decreases considerably to 8,291
takeovers. However, we find that the coefficient on uncertainty avoidance remains unchanged, showing that uncertainty avoidance is not a US effect. Most of the significance of other variables remain unchanged as well, except for prior acquisitions, which becomes insignificant after dropping the US.
INSERT TABLE 7 HERE
Third, we split our sample into developed and emerging markets. In our sample, we have 26 developed nations and 13 emerging nations. We report the results for the two sub-samples in the fourth and fifth columns of Table 7 . For the developed markets, we find that the results are relatively unchanged compared with the results reported in Table 5 . For emerging markets, uncertainty avoidance becomes insignificant, indicating that uncertainty avoidance does not play a role in these markets. However, we note that the sample size for emerging markets is considerably smaller with 545 acquisitions.
Further Extensions
According to our model, larger deals could lead to larger gains for the CEO, but also to larger losses. If risk aversion affects the CEO's decision making, then larger deals should carry a higher premium than smaller deals. Moreover, the premium for larger deals should be a function of the level of risk aversion. We explore this issue in two ways. First, we create quartiles based on the log of deal size and construct four new uncertainty avoidance variables. UA 1 is equal to the country's uncertainty avoidance score for the acquiring firm if the deal size was in the smallest quartile and zero otherwise. We define UA 2 , UA 3 , and UA 4
similarly. Next, we perform a regression where we replace the uncertainty avoidance score with our four new variables.
INSERT The next column shows the results for the same model using the Fama-McBeth (1973) estimation procedure. The results are supportive of the Clustered OLS results. We see a similar pattern of the increasing importance of uncertainty avoidance as deal sizes increase.
However, according to our Fama-McBeth results, uncertainty avoidance does not play a role for the smallest quartile.
The second way in which we explore the interaction between deal size and risk aversion is by employing the relative deal size. We use the same approach as absolute deal size to create quartiles and conduct the same tests as above. In columns 3 and 4 of However, the significance of UA 2 disappears.
Conclusion
Prior research suggests that culture has an impact on the risk aversion of people within a country (e.g. Chui and Kwok, 2008) and affects managerial decision making (e.g. Geletkanycz, 1997) . One important decision made by the top management of the firm is the decision to take over another firm. In this paper, we argue that since takeovers are a risk to the firm's equity, and since the CEO is disproportionally exposed to this risk, a risk-averse CEO will require a compensation for taking this risk. With compensation of the CEO tied to the net synergies gained in the takeover, a more risk-averse CEO will only engage in a takeover if the expected net synergies are large enough. We argue that behavioral traits, such as risk aversion, are shared by members of a society and use uncertainty avoidance as defined by Hofstede (2001) as a proxy for risk aversion. Using a sample of 25,843 takeovers from 39 countries, we find that more risk-averse CEOs engage in less takeover activity. Additionally, we confirm the findings of previous work that shows that a more risk-averse manager engages in more diversifying takeovers. In line with our theoretical model, net synergies, approximated by the CARs around the takeover announcement, are positively related to the degree of uncertainty avoidance of a country. This finding is not only statistically significant but also economically so. These results are robust to the addition of various controls, different estimation techniques and across various subsamples (although we find no relationship in the early part of our sample). In line with our prediction we also find that the relative size of a deal is an important determinant of CAR, and when exploring whether deal size interacts with risk aversion, we find that risk aversion has small or even insignificant role for relatively small deals, whereas it becomes more important for large deals. (2001); Emerging is an emerging markets dummy, equal to 1 if the firm is from an emerging markets; Log Av. Market Cap. is the natural log of the average market capitalization of the acquiring form over time; and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code). We report t-statistics in parentheses and indicate significance at the 10%, 5%, and 1% levels by *, **, ***, respectively.
(1) (2) (2001); Rel. Deal Size is computed as the size of the deal divided by the market capitalization of the firm; Log Market Cap. is the natural logarithm of the size of the acquiring firm (measured in US dollars); Time Effects are dummies equal to one if the takeover took place in a given year and zero otherwise; and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code). The first two columns report Clustered -Probit results, where we compute robust standard errors controlling for clustering at the country level. The last two columns report the Fama-McBeth (1973) estimator based on probit regressions for each year. We report t-statistics in parentheses and indicate significance at the 10%, 5%, and 1% levels by *, **, ***, respectively. (2001); Rel. Deal Size is computed as the size of the deal divided by the market capitalization of the firm; Log Market Cap. is the natural logarithm of the size of the acquiring firm (measured in US dollars); Country Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own country; Industry Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own industry, measured by the difference in the 2-digit SIC code; Prior Acquisitions is a dummy variable equal to 1 if the firm has already conducted a takeover before in our sample period; IND is the individualism score of Hofstede (2001); PD is the power distance score of Hofstede (2001); MAS is the masculinity score of Hofstede (2001) ;Time Effects are dummies equal to one if the takeover took place in a given year and zero otherwise; and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code). We compute robust standard errors controlling for clustering at the country level and report tstatistics in parentheses. Significance at the 10%, 5%, and 1% levels are indicated by *, **, ***, respectively.
(1) (2) (3) (4) (5) (6)
Uncertainty Avoidance 0.016*** 0.015*** 0.015*** 0.014*** 0.013*** 0.014*** 0.021*** (2001); Rel. Deal Size is computed as the size of the deal divided by the market capitalization of the firm; Log Market Cap. is the natural logarithm of the size of the acquiring firm (measured in US dollars); Country Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own country; Industry Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own industry, measured by the difference in the 2-digit SIC code; Prior Acquisitions is a dummy variable equal to 1 if the firm has already conducted a takeover before in our sample period; IND is the individualism score of Hofstede (2001) ; PD is the power distance score of Hofstede (2001); MAS is the masculinity score of Hofstede (2001); and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code). We compute robust standard errors controlling for clustering at the country level and report tstatistics in parentheses. Significance at the 10%, 5%, and 1% levels are indicated by *, **, ***, respectively.
(1) (2) (3) (4) (2001); Rel. Deal Size is computed as the size of the deal divided by the market capitalization of the firm; Log Market Cap. is the natural logarithm of the size of the acquiring firm (measured in US dollars); Country Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own country; Industry Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own industry, measured by the difference in the 2-digit SIC code; Prior Acquisitions is a dummy variable equal to 1 if the firm has already conducted a takeover before in our sample period; Time Effects are dummies equal to one if the takeover took place in a given year and zero otherwise; and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code Fama-McBeth (1973) regressions of the Cumulative Abnormal Returns (CARs) around takeover announcements over the period 1990-2008 on interaction terms of uncertainty avoidance and deals size and various control variables. CARs are measured as the average cumulative return over the period one day before the announcement to one day after the announcement. In the first two columns, UA 1 is the uncertainty avoidance score of Hofstede (2001) if the deal size was in the first quartile; UA 2 , UA 3 , and UA 4 are defined likewise. In the last two columns, UA 1 is the uncertainty avoidance score of Hofstede (2001) if the relative deal size was in the first quartile (relative to the size of the firm); UA 2 , UA 3 , and UA 4 are defined likewise. Rel. Deal Size is computed as the size of the deal divided by the market capitalization of the firm; Log Market Cap. is the natural logarithm of the size of the acquiring firm (measured in US dollars); Country Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own country; Industry Divers. is a dummy variable equal to 1 if the acquiring firm conducts a takeovers of firm that is outside its own industry, measured by the difference in the 2-digit SIC code; Prior Acquisitions is a dummy variable equal to 1 if the firm has already conducted a takeover before in our sample period; Time Effects are dummies equal to one if the takeover took place in a given year and zero otherwise; and Industry Effects are dummies that are equal to 1 if the firm is from a specific industry (measured by the 2-digit SIC code). We compute robust standard errors controlling for clustering at the country level and report t-statistics in parentheses. Significance at the 10%, 5%, and 1% levels are indicated by *, **, ***, respectively. 
